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October 7, 2008

TO: Supervisor Yvonne B. Burke, Chair
Supervisor Gloria Molina
Supervisor Zev Yaroslavsky
Supervisor Don Knabe

Supervisor Michael D. Antgnovi@,’/

FROM: Wendy L. WatanabeF®
Acting Auditor-Controller

SUBJECT: COMMUNITY FAMILY GUIDANCE CENTER CONTRACT REVIEW - A
DEPARTMENT OF MENTAL HEALTH SERVICE PROVIDER

We completed a program and fiscal contract compliance review of Community Family
Guidance Center (CFGC or Agency), a Department of Mental Health (DMH) service
provider.

Background

DMH contracts with CFGC, a private non-profit community-based organization that
provides services to clients in Service Planning Area 7. Services include interviewing
program clients, assessing their mental health needs, and developing and implementing
a treatment plan. The Agency’s headquarters is located in the Fourth District.

Our review focused on approved Medi-Cal billings. DMH paid CFGC a provisional rate
between $1.53 and $2.12 per minute of staff time ($91.80 to $127.20 per hour) for
services. CFGC is reimbursed for their actual costs reported at year-end. CFGC'’s
contract was for approximately $4.7 million for Fiscal Year (FY) 2007-08.

Purpose/Methodology

The purpose of the review was to determine whether CFGC complied with its contract
terms and appropriately accounted for and spent DMH funds providing the services
outlined in their County contract. We also evaluated the adequacy of the Agency’s
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accounting records, internal controls and compliance with federal, State and County
guidelines. In addition, we interviewed a selected number of the Agency's staff and
clients.

Results of Review

CFGC maintained documentation to support the billed service minutes and used
qualified staff to provide program services. In addition, the Agency completed Progress
Notes in compliance with the County contract. However, the Agency needs to repay or
provide documentation to support $26,211 in unsupported and unallowable
expenditures. Specifically, the Agency:

¢ Could not identify the $24,846 in fixed assets charged to the DMH program.

e Used DMH funds totaling $1,365 ($1,244 + $121) to pay for undocumented and
unallowable expenditures.

In addition, the Agency did not always comply with contract requirements. Specifically,
the Agency did not:

¢ Have a written Cost Allocation Plan.

o Document observable and/or quantifiable goals in four (16%) of 25 clients Client Care
Plans sampled.

We have attached the details of our review along with recommendations for corrective
actions.

Review of Report

We discussed the results of our review with CFGC on June 24, 2008. In their attached
response, the Agency indicates general agreement with the findings and describes the
corrective actions they will take to address the recommendations in our report.
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We thank CFGC management for their cooperation and assistance during this review.

Please call me if you have any questions or your staff may contact Don Chadwick at
(626) 293-1102.

WLW:MMO:DC
Attachment

c: William T Fujioka, Chief Executive Officer
Dr. Marvin J. Southard, Director, Department of Mental Health
Richard Murase, Executive Director, Community Family Guidance Center.
Public Information Office
Audit Committee



CONTRACT COMPLIANCE REVIEW
COMMUNITY FAMILY GUIDANCE CENTER
FISCAL YEAR 2007-08

BILLED SERVICES

Obijective

Determine whether Community Family Guidance Center (CFGC) provided the services
billed in accordance with their contract with the Department of Mental Health (DMH).

Verification

We judgmentaily selected 45 billings totaling 3,985 minutes from 206,034 service
minutes of approved Medi-Cal billings from September and October 2007. We
reviewed the Assessments, Client Care Plans and Progress Notes maintained in the
clients’ charts for the selected billings. The 3,985 minutes represent services provided
to 25 program participants.

Results

CFGC maintained documentation to support the billed service minutes. In addition, the
Agency completed Progress Notes in compliance with the County contract. However,
the Agency did not always complete Assessments and Client Care Plans in accordance
with the County contract.

Assessments and Client Care Plans

CFGC did not complete Assessments in accordance with the County contract for two
(8%) of 25 clients sampled. An Assessment is a diagnostic tool used to document the
clinical evaluation of each client and establish the client's mental health treatment
needs. Specifically, the Assessments did not adequately describe the symptoms and
behaviors exhibited by the client to support the Agency’s clinical diagnosis. The County
contract requires Agencies to follow the Diagnostic and Statistical Manual of Mental
Disorders (DSM) when diagnosing clients.

In addition, CFGC did not complete the Client Care Plans in accordance with the
County contract for four (16%) of 25 clients sampled. The Client Care Plan establishes
goals and interventions to address the mental health issues identified in the client’s
Assessment. Specifically, the Client Care Plans did not contain observable and/or
quantifiable goals.

Recommendation

1. CFGC management ensure that Assessments and Client Care Plans
are completed in accordance with the County contract.

AUDITOR-CONTROLLER
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STAFFING LEVELS

Objective

Determine whether the Agency maintained the appropriate staffing ratios for applicable
services.

We did not perform test work in this section as the Agency does not provide services
that require compliance with staffing ratios.

STAFFING QUALIFICATIONS

Objective

Determine whether CFGC’s treatment staff possessed the required qualifications to
provide the services.

Verification

We reviewed the California Board of Behavioral Sciences’ website and/or the personnel
files for 21 of the 56 CFGC treatment staff who provided services to DMH clients during
September and October 2007.

Results

Each employee in our sample possessed the qualifications required to deliver the
services billed.

Recommendation

There are no recommendations for this section.

SERVICE LEVELS

Objective

Determine whether CFGC'’s reported service levels varied significantly from the service
levels identified in the DMH contract.

We did not perform test work in this area as DMH’s contract with CFGC did not specify
the required service levels for each type of service provided for FY 2006-07.

AUDITOR-CONTROLLER
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CASH / REVENUE

Objective

Determine whether cash receipts and revenue were properly recorded in the Agency’s
financial records and deposited timely in their bank account. In addition, determine
whether there are adequate controls over cash, petty cash and other liquid assets.

Verification

We interviewed CFGC’s management and reviewed the Agency’s financial records. We
also reviewed the Agency’s bank reconciliations for October 2007 for one bank account.

Results

CFGC properly recorded and deposited cash receipts timely. In addition, the Agency
prepared their bank reconciliation accurately.

Recommendation

There are no recommendations for this section.

COST ALLOCATION PLAN

Objective

Determine whether CFGC’s Cost Allocation Plan is prepared in compliance with the
County contract and the Agency used the plan to appropriately allocate shared program
expenditures.

Verification

We reviewed the Agency’s Cost Allocation Plan, interviewed management and reviewed
their financial records.

Results

CFGC did not have a written Cost Allocation Plan and did not have an accounting
system that separated expenditures by program. In addition, the worksheets provided
by the Agency to support the amounts categorized as indirect expenditures were based
on estimates not actual costs as required. The Agency also allocated 99% of their total
non-payroll expenditures to DMH, but could not explain their basis for the allocation. As
a result, CFGC needs to re-allocate indirect costs to DMH for FY 2006-07 and repay
DMH for any over billed amounts.

AUDITOR-CONTROLLER
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Recommendations

CFGC management:

2.

Objective

Develop and implement a detailed and equitable Cost Allocation
Plan.

Re-allocate indirect costs to DMH for FY 2006-07 and repay DMH for
any over billed amounts.

Establish cost centers to track DMH expenditures.

EXPENDITURES

Determine whether program expenditures were allowable under the County contract,
properly documented and accurately charged to the DMH program.

Verification

We reviewed financial records and documentation to support 14 non-payroll expenditure
transactions charged to the DMH program between July and December 2007, totaling

$35,801.

Results

The Agency used DMH funds totaling $1,244 to pay for undocumented and unallowable
expenditures. Specifically, the Agency:

e Could not provide a receipt or invoice to support one expenditure for $358.

e Used DMH funds totaling $886 for an employee luncheon, which is unallowable.

Recommendations

CFGC management:

5.

Ensure the County is not billed the $1,244 for the undocumented and
unallowable expenditures in FY 2007-08.

Ensure that program expenditures are supported by adequate
documentation.

Ensure that only allowable program expenditures are charged to the
DMH program.

AUDITOR-CONTROLLER
COUNTY OF LOS ANGELES
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FIXED ASSETS AND EQUIPMENT

Objective

Determine whether fixed assets and equipment charged to DMH were used by the DMH
program and were adequately safeguarded.

Verification

We interviewed staff and reviewed the Agency’s depreciation schedule.

Results

The Agency could not identify the assets associated with the $24,846 in depreciation
charged to the DMH program. The Agency also did not maintain a listing of fixed assets
and equipment, as required. A proper listing would include the assigned individual, an
item description, serial number or unique identifier, acquisition cost, sources of funding
and the program(s) where the asset is used. In addition, the Agency did not perform
annual inventory counts.

Recommendations

CFGC management:

8. Identify the assets included in the depreciation costs for FY 2006-07
or repay DMH $24,846.

9. Ensure that all fixed assets and equipment items charged to the DMH
program are included on a fixed assets and equipment listing that
includes the assigned individual, an item description, serial number
or unique identifier, acquisition cost, source of funding and the
program(s) where the asset is used.

10. Perform annual inventory counts.

PAYROLL AND PERSONNEL

Obijective

Determine whether payroll expenditures were appropriately charged to the DMH
program. In addition, determine whether personnel files are maintained as required.

Verification:

We traced the payroll expenditures for 10 employees totaling $17,353 to the payroll
records and time reports for the pay period ending October 31, 2007. We also
interviewed the employees and reviewed their personnel files.

AUDITOR-CONTROLLER
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Results

The Agency did not maintain sufficient documentation to support the payroll
expenditures billed to DMH. Specifically:

The Agency did not maintain time reports to support five of the ten payroll
expenditures sampled. Agency management explained that they did not require
time reports from their salaried employees. The County contract requires time
reports to support salary expenditures billed to DMH.

The Agency charged the DMH program for one employee’s salary who worked on
DMH and non-DMH programs. In addition, the employee’s time report did not
identify the actual hours worked on each program. We review the staff roster and
noted that four additional direct program staff were assigned to multiple programs
and the Agency charged their entire salary to DMH.

For one (20%) of five employees sampled the hours paid exceeded the hours on an
employee’s timecard by 8.25 hours for one (10%) of ten employees’ sampled. The
undocumented payroll expenditure totaled $121.

Employees’ timecards did not always include a supervisor’s signature.

Recommendations

CFGC management:

11. Ensure that salary expenditures are supported by time reports that
reflect the actual hours worked on each program.

12. Repay DMH $121 for the undocumented salary expenditure identified
in our report.

13. Ensure timecards are reviewed and approved by a supervisor.

COST REPORT

Objective

Determine whether CFGC’s FY 2006-07 Cost Report reconciled to the Agency's
financial records.

Verification

We traced the Agency’s FY 2006-07 Cost Report to the Agency’s general ledger.

AUDITOR-CONTROLLER
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Results

The Agency’s total expenditures listed on their Cost Report reconciled to the Agency’s
accounting records. However, as stated above in the Cost Allocation Plan section, the
Agency did not have an accounting system that separated expenditures by program and
the expenditures were based on estimates not actual costs as required.

Recommendation

See recommendations 3 and 4.

AUDITOR-CONTROLLER
COUNTY OF LOS ANGELES
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COMMUNITY FAMILY GUIDANCE CENTER
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2. Individual supervisor time will be used for coaching those therapists in need of
additlona! training in clinical diagnosis.

3. The Center’s internal Quality Review process wlll continue to be implemented.
Additional emphasls will be placed during the review on the inclusion of supporting
diagnostic documeantation.

Issue

Assessments and Client Care Plans were not always completed In accordance with the County
contract. Specifically, Client Care Plans did not contain abservable and/or quantlfiable goals.

Response:

1. CFGC has recently implemented its ED! Electronic Billing System. Built into the system is
the requirement that clinical supervisors read and review all chart documentation for
approval prior to billing or finallzatlon of each document. Supervisors will be Instructed
to carefully review assessments for documentation supporting the diagnosis prior to
approval.

2. Individual supervisor time will be used for coaching those therapists in need of
additional training in clinlcal diagnosis.

3, The Center's Internal Quallty Review process will continue to be implemented.
Additional emphasis will be placed during the review on the Inclusion of supporting
diagnostic documentation.

COST ALLOCATION PLAN
lsstie

Agency did not have a written Cost Allocation Plan and did not have an accounting system that
separated expenditures for different programs. In additlon, the worksheets provided by the
Agency to support thelr allocation of expenditures were based on estimates not actual costs as
required. The Agency also allocated 100% of their estimated Indirect expenditures to DMH.

Agency management also explained that they review the general ledger at the end of the year
to identify and subtract non-DMH program and other unallowable expenditures This process is
tedious and increases the likelihood that the Agency would Inadvertently blil DMH for non-DMH
expenditures.

Response:

1. CFGC did not have a written procedure for cost zllocation in place for 2006/2007, and
accumulated all cost in the general ledger system. Subsequent to the close of the fiscal
vear, an allocation of direct and indirect expenses was completed based on historical
Information and estimates based on direct payroll exnenses. The rationale used by the
agency created inaccuracies in the allocation betweaen direct and indirect expenses -
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allowable and unallowable expenses, which resuited in a 99% net allocation of Indirect
expenses to DMH.

2. CFGC will implement a formal plan of cost allacation beginning with flscal year
2008/20089, and will install a cast reparting module to be integrated within the
accounting software in order to capture costs by determined cast centers. Additionally,
CFGC will review and set-up sub ledger codes in order to allocate costs within the
general ledger for flscal year 2007/2008, in recognition of the A/C's finding that
reviewlng the entire general ledger at year-end for non-DMH expenditures is tedicus
and increases the likelthood of error. This will be accomplished by August 15, 2008, and
prior to completion of the cost report for 2007/2008.

3. CFGC will review and re-allocate indirect costs to DMH for 2006/2007 and repay DMH
for any overbllled amounts, This Is not anticipated to be a significant dollar amount.
Completion date — August 15, 2008.

EXPENDITURES
issue

Agency used DMH funds totaling $1,244 to pay for undocumented and unailowable
expenditures. Specifically — Agency could not provide a receipt or invaice to support an
expenditure for $358, and the Agency used DMH funds totaling $886, for an employee luncheon
-~ an unallowable expense.

Response:

1. CFGCacknowledges that a charge for an annual employee recognition luncheon was
Incorrectly charged ta DMH In the amount of 5886.

2. CFGC acknowledges that charges in the amount of $358.00, far gas/oil/auto expenses
incurred by executive director Richard Murase for the use of his personal vehicle for
company business, were missing the appropriate receipts. The agancy has subsequently
Implemented a policy far reimbursing the executive directar for the use of his private
vehicle, which includes a monthly request for reimbursement and will include date,
reason for travel, miles driven and extension of cost. Although this charge(s) is missing
appropriate back-up, CFGC does not consider this expense as belng “unallowable” in the
true sense of the word; but rather a procedural oversight which could have been
remedied if a receipt had heen attached. The actual reimbursement was not being
questioned, just a missing plece of paper.

3. CEGC wll ensure that all expenditures for 2007/2008 and for all future years are
supported by adequate documentation and that only DMH “allowable” costs are
charged to DMH. This pracess is effective Immediately.
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FIXED ASSETS AND EQUIPMENT
Issue

The Agency could not identify the assets assoclated with the 524,846 in depreciation charged to
the DMH program. The Agency also did not maintain a listing of fixed assets and equipment, as
required, A proper listing would include the assigned individual, an item description, serial
number or unique identifier, acquisition cost, sources of funding and the program(s) where the
asset Is used. In addition, the Agency did not perform annual inventory counts.

Response:

1. Agency will complete an inventory of capitalized assets put into service during fiscal year
2006/2007, and 2007/2008, and will supply documentation to DMH Justifying the
§24,846 of depreciation expense by August 15, 2008,

2. CFGC will perform annual Inventorles as close to year-end as reasonable, with the
exception of 2008; the full documentation and identification of assets for fiscal
2007/2008 will be completed by August 15, 2008.

3. CEGCwill ensure that all capitalized assets are identified by serial code and logged by
site location and user, and a % utilizatlon record will be malntained by asset and user,
Pracess will be angoing after implementation date of August 15, 2008.

issue

The Agency dld not malntaln sufficlent documentation to support the payroll expenditures bliled
to DMH, Specifically: Agency did not maintain time reports to support five of the ten
expenditures sampled. Management explained that they do not require time reports from
salaried employees.

Agency charged the DMH program for one employee’s salary who worked an DMH and non-
DMH programs. The emplayee’s time report did not {dentlfy the actual hours worked on each
program.

Hours paid exceeded the hours on an employee’s timecard by 8.25 hours for one of the
employees sampled. The undocumented payroll expenditure totaled 5121,

The Agency also needs to strengthen internal controls over payroll expenditures. Specifically,
amployee timecards did not always include a supervisar’s signature.

Rasponse:

1. Effective immediately, CFGC will be more diligent to ensure that all timecards are
calculated correctly and signed by supervisor. Cancurrent with the beginning of fiscal
2008/2009, CFGC will be Implementing Its cost reporting process within 1ts current
accounting system, which will capture all non-exempt and exempt wages for allocation
to non-DMH and DMH programs, without creating labor law issues and possibly

4
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jeopardizing exempt payroll status. Payrall for fiscal 2007/2008 will be reviewed and
allocated to sub-ledgers as previously discussed in the cost allocation sectian by July
31% optimally.

2. CFGC does not chalienge the $121.00 of undacumented payroll expense.

Community Family Guldance Center thanks the Audltor-Controller’s Office for the opporfunlry
ta respond to this Contract Compliance Review,

Very truly yours,

Yude—

Richard D. Murase, LCSW
Executive Director

Copy to!

Ms. Ana Suarez, LCSW

District Chlef, Service Area 7

County of Los Angeles

Department of Mental Health

550 South Vermont Avenue, 10" Floor
Los Angeles, CA 90020

Sent via Facsimile Transmission July 18, 2008
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